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. 
Dear S i r  o r  Madam: 

We have considered your a p p l i c a t i o n  f o r  r e cogn i t i on  of exemption from 
Federal  income t a x  under t he  prov.tsiona of  aeo t ion  5 G l ( c ) ( 7 )  of  t he  I n t e r n a l  

I Revenue Code of  1954 and i t s  app l i c ab l e  Inoome Tax R e w a t i o n s .  - .  
- -- 

I' 
-. 

Your app l i c a t i a i l  diisclos& t h a t  you - v G e  inco iporh ted  **** **  **** t o  
o rgan ize ,  e s t a b l i s h ,  main ta in ,  abpui re  and ope ra t e  a go l f  and/or oountry o lub  f o r  

4 the  s o o i a l  we l fa re ,  r e a r e a t i o n ,  asaoo ia t ion  and physioal  h e a l t h  o f  i t s  members, 
i nc lud ing  acqu i r i ng  t he  ownership of o r  i n t e r e s t  i n  o r  use o f  a go l f  course  o r  
courses ,  t e n n i s  c o u r t s ,  swimming pool and o t h e r  r e c r e a t i o n a l  f a o i l i t i e s  by 
purchase,  l e a s e ,  mortgage o r  o theru iae  ; and t o  provide food, beverage8 and 
a l coho l i c  beverages t o  its menhers and t h e i r  @ea t s ,  a n d  t o  do any and a l l  t h i n g s  
necessary o r  i n c i d e n t a l  t h e r e t o  t o  aocompliah t h e  same. 

According t o  your app l i c a t i on ,  on ********  *** ****, you ** e r ed  i n t o  an 
agreement w i t . 1  ******  ************* ****  *** *******  t o  a cqu i r e  **% of  t h e  *****
s tock .  A s  p a r t  of t he  t r an sac t i on ,  t he  Associates  assiuned mortgages he ld  by 
***** . Mortgage payments a r e  made f r o a  c lub-opera t ins  revenues. 

Under t h e  agreement, **** w i l l  ope r a t e  t h e  country  club.  When t h e  
Associates  pays **% of t h e  purchase p r ice ,  t h e  Assooiates  assumes f u l l  ope r a t i on  
of t he  f a c i l i t y .  During t h e  i n t e r im ,  t he  ope ra t i ng  board c o n s i s t s  o f  t h e  members 
of both p a r t i e c .  

The country  c lub  f a c i l i t y  ~ 0 n S i ~ t S  of two go l f  courses ,  t h e  North course  
for members on ly  and t he  South course f o r  t he  genera l  publ ia .  The f a c i l i t y  
i nc ludes  a bar ,  d in ing  rooms, pro shoP3, ~ i m i n g  pool and two t e n n i s  cou r t s .  



I 

******  ************  ****** * * * * * * *  s  

3 - f o r  ****, revenue from m e m s a  and non- 

Total No n-!;ern b e r 
Xnoome Inacme 

Go1 f .. . - 
North Course 

Dues 
Green Fees 
:art Rental 
Locker Rental 
Other MIS(;. 
Minimum Chargo 

South Courbe 
Oreen Fees 
Dues 
Cart Rental 
Locker Rental 

South Course.~Cmcessions 

Bar 
Dining Roan 
Cork Room 
Service Charge 

**   

Dining Room I ;  
Dining Room *** **** *****  ***  U% 
Cork Room *****  
Service Charge ****** 

******  ******* 

Non member income of $******  coaprises *7 percent of the t o t a l  revenue of 
$****** . 

Sect ion 5 0 1 ( c ) ( 7 )  of the Code provides f o r  the  exemption from Federal 1 
income tax  of clubs organized for Pleasure, recrea t ion ,  and o ther  nonprofi table I 

purposes, subs tan t i a l ly  a l l  of thf! a c t i v i t i e s  of which a r e  f o r  such purposes and 
no par t  of the net earnings of which inures  t o  the benef i t  of any pr iva te  
shareholder. 
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1. * 
, , 

-b -3 - 
S e c t i o n  1 . 5 0 1  0 1 a )  of t h e  Regulat ion8 s t a t e s  t h a t  t h e  exemption 

provided by s e c t i o n  501(a )  of t h e  Code f o r  a n  o r g a n i z a t i o n  d e s c r i b e d  i n  a e o t i o n  
501(01(7! of t h e  Code a p p l i e s  only  t o  club8 which a r e  organized slid o w r a t e d  
~3xc lus iv ,? ly  f o r  pl.ea:~ure, r e c r e a t i o n ,  and o t h e r  nonprof i t aLle  purposesr  but  does  
no t  apply t o  any c l u b  if any p a r t  of its net e a r n i n g s  inuFo ~5 t h e  b e n e f i t  of any 
p r i v a t e  shareho lder ,  I n  genera l ,  t h i a  exemption extends  t o  b o c i a  and r e c r e ' a t i o n  
c l u b s  vhich a r e  supported sol3y by membership f e e s ,  dues and asscs.mlsnta. 
Houever. a c l u b  o therwise  e n t i t l e d  t o  exemption w i l l  not  bo disqualified becvuse 
i t  r a i s e s  revenue from membera through t h e  use of c l u b  f au i l i t i e s  o r  in 
connect ion with c lub  activities. 

Zect lor, 1 . 5 0 1 ~  - 1  b of t h e  Regula t ions  s t a t 2 8  t h a t  a 2lub whioh 
engage2 i n  I ~ u s i n e s s ,  such a8 making i t 8  a o c i a l  and recreational f ' a o l l i t i e s  
av i i i l ab le  t.o t h e  general  publ ic  o r  by a e l l i n g  rnal e n t a t e ,  t imber ,  o r  o t h e r  
product:, , i z not  organized and operated e x c l u s i v e l y  f o r  p leasure  I r e o r a a  t i o n  ~ n d  
o thor  n o n p r ~ ~ f l t ? b l e  purposes, and l a  not exempt under s e c t i o n  501(a)  of  t h o  Cod,. 
S c l i . r i t p t i o n  by advertisemen? o r  othorwisd f o r  pub110 patronage of it8 f a a i l i t i e s  
i s  rrima f r ~ c i e  evidence 4 h a t  t h e  d u b  i s  a n g a g i n g l n  businesa  and i s  no t  being 
opera ted  e x c l u s i v e l y  f OF pleasure ,  : ~ e c r e a t i o n ,  - o r  s o c i a l  purpoaas, Howovor , e n  
i n c i d e n t a l  s a l e  or  property w i l l  not  depr ive  a c l u b  of i t s  exemption. 

Sec t fon  501 ( c )  ( 7 )  of t h e  Code requ:-es t h a n  s u b s t a n t i a l l y  all of a s o c i a l  
c l u b ' s  activities be s o c i a l  o r  r e c r e a t i o n a l  a o t i v i t i e s  f o r  membero. Pub l ic  Law 
54-568, 1976-2 C.B. 596 provides t h a t  a s o c i a l  o lub  may r o c t i v e  up t o  35 p e r c e n t  
of i t s  gross r e c e i p t s ,  inc lud ing  investment incom3 from souroes  o u t s i d e  its 
membership without l o s i n g  exemption. However, w i t h i n  t h i s  35 percent  amount, no t  
more than 15 percent  of t h e  g r o s s  r e c e i p t s  should be der ived from the  u33 of  a 
s o c i a l  c l u b ' s  f a c i l i t i e s  o r  s e r ~ i c e s  by t h e  g e n e r a l  publ ic .  This means t h a t  an 
exempt s o c i a l  c l u b  may rece ive  up t o  35 percen t  of Its g r o s s  r e c e i p t s  from a 
combination of  invsatment inqome and r e c e i p t s  f r o n  non-members s o  l o n g  a s  t h e  
l a t t e r  do not r e ? r e s e n t  more than 15 percen t  01' t h e  t o t a l  r e c e i p t s .  

A p o r t i o n  of t h e  f a c i l i t i e s  o f  t h e  c l u b  which you a r e  purchasjng i s  open t o  
t h e  genera l  publ ic .  Your non-member income from publ ic  use exceeds t h e  15% 
l i m i t a t i o n  e s t a b l i s h  by Publ ic  Law ?q-568. 

Based on the  a v a i l a b l e  ir.formation, i t  is our op in ion  t h a t  you do no t  
q u a l i f y  f o r  exemption from Federal  income t a x  under t h e  p rov i s ions  of s e c t J o n  
531(c!(7) of t h e  Code because of excess  non-member income. 

Considerat ion was given t o  whether you q u a l i f y  f o r  exemption under o t h e r  
s u b s e c t i o n s  of s e c t i o n  5 0 1 ( c )  of t h e  Code and we have concluded t h a t  you do no t .  

AS your o r g a n i z a t i o n  h a s  not e s t a b l i s h e d  exemption from Federal  income t a x ,  
i t  w i l l  be necessary  fo r  you t o  f i l e  an  annual income t a x  r e t u r n  on Form 1120. 
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*. . * 
I f  you a re  in a g h m e n t  with our proposed denial. plelwe sign ~ c ~ % u I T !  

one copy of the encloaed Form 6018, Consent t o  Proposed Adverse Aotioa, 

You have the r ight  t o  protest thia proposed determination if you believe 
tha t  i t  i s  incorrect. To proteet, you ahould submit a written appeal giving the 
facta,  law and other information to  support your position arr explained i n  the 
encloeed Publicatiotl 892 (Rev, 7-83), wExeapt Organizations Rppal Procedure8 
for  Z2kareed Isauean, The appaal must be submitteC w i t h i n  30 days from the date 
of th ia  l e t t e r  and must be 8ign~d by one of your prinqipal ,-Yiaers. You nust 
request a hearing with a mmbrr of the office oP the Regional Director o? 
Apytals when you f i l e  your appeal. If a hearing i e  requested, you w i l l  bc 
contacted to  arrange a data for it. The hsaring may be held a t  t h e  Redona1 
Offices a r m  i f  you request, a t  ary mutually oonvortient District Office. If you 
are  t o  be repreaentea by aaneone who i e  not  one or your prinaipal offiaera* he 
must f i l o  a proper power of attorney and otherwise qua l i fy  under our Conference 
arrd Practice Requirement8 r\d ~t forth i n  Seotion 601.502 of the Statement of 
Procedural Rules. See Treasury Department Ciroular No. 230. 

If we do not hear*Xl-- you wit.hin tho time smtfi_qd, t h i s  w i l l  beoorne our . 
.. -.- 

. -. ..* a final de ',eh-mina tion..- - - -. -. -. 

Sincerely Yours, 

Enclosures: 2 

****** *** *****
Distr ic t  Director 


